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Problems  of  the  Underdeveloped  Countries— I 

BY  HAROLD  H.  HUTCHESON 

IN  the  underdeveloped  areas  of  the  world— Latin  and  technical  education,  health  and  sanitation  fa- 
America,  Eastern  Europe,  the  Middle  East,  Oceania,  cilities,  and  housing.  In  this  and  other  particulars, 
and  a  large  part  of  Asia — economic  policy  is  di-  a  large  part  of  the  world  is  extremely  povenv- 
rected  as  never  before  toward  a  larger  and  more  ridden.  The  rapid  growth  of  population,  which  is 
diversified  productive  capacity.  Only  in  this  way,  characteristic  of  most  underdeveloped  countries, 
it  is  reasoned,  can  the  present  low  standards  of  has  more  than  offset  such  gains  as  have  been  made 
living  be  improved.  Hitherto,  available  resources  in  productive  capacity  and  efficiency.  Lacking  altern- 
have  been  neither  fully  nor  efficiently  used.  Pro-  ative  employment  outlets,  the  increase  in  numbers 
duction  has  consisted  primarily  of  foodstuffs  and  means  simply  that  many  more  people  must  live 
raw  materials  for  export,  with  the  result  that  in-  off  the  land.  Under  these  circumstances,  the  ten 

come  per  capita  has  been  small  and  unstable.  Ac-  dency  is  for  rents  to  rise,  while  in  the  case  of  peas- 

cordingly,  the  immediate  aim  of  most  governments  ant  proprietors,  death  of  an  owner  is  followed  bv 

is  a  rapid  growth  of  industrial  enterprise  to  pro-  a  further  subdivision  of  the  already  small,  and 

vide  a  more  balanced  and  productive  economy,  often,  scattered  plots  of  land.  The  pressure  of 

Thus  far  these  regions,  comprising  some  75  per  population,  therefore,  continues  to  be  reflected  in 

cent  of  the  world’s  population,  have  made  only  primitive  systems  of  land  tenure  and  methods  of 

slight  progress  in  becoming  industrialized;  their  cultivation,  and  it  is  consequently  not  surprising 

role  in  the  international  economy  has  changed  little  to  find  that  crop  yields  per  acre  and  per  worker 

since  the  last  century,  when  they  became  important  remain  exceedingly  low.  Nor  is  much  attention 

exporters  of  foodstuffs  and  raw  materials.  As  late  given  to  the  conservation  of  soil,  water  and  tim- 

as  1926-29,  Latin  America,  Africa,  Asia  (excluding  ber  resources.  Each  underdeveloped  area  has  its 

Japan  and  the  U.S.S.R.),  Oceania  and  South-  own  particular  food-production  problems,  but  one 

eastern  Europe  together  accounted  for  less  than  feature  common  to  all  is  the  serious  depletion  of 

8  per  cent  of  the  total  world  production  of  manu-  natural  resources.  What  one  author  has  said  about 

factures.  But  even  the  tremendous  growth  of  the  African  economy  might  equally  well  be  applied 

export  trade  in  primary  products — for  which  the  to  other  areas — “Africa,”  he  finds,  “has  been  in¬ 
influx  of  foreign  capital  is  largely  responsible — has  creasing  her  income  at  the  expense  of  her  main 

done  little  to  improve  the  standard  of  living  in  capital  asset — the  land,  and  if  she  continues  in- 

these  areas.  During  the  period  1926-29,  the  annual  definitely  to  take  more  from  the  land  than  Nature 

supply  of  finished  factory  goods  averaged  less  than  or  man  is  restoring  to  it,  in  the  end  the  result 

$7  per  capita  for  two-thirds  of  the  world’s  popu-  can  only  be  disaster.”^  In  all  of  the  nonindustrial- 

lation — those  who  were  employed  almost  entirely  ized  areas,  the  over-all  picture  is  that  of  an  inade- 

in  primary  production.  In  the  same  period  the  quate  productive  capacity,  the  relative  deficiency  in 

other  one-third,  as  the  result  of  industrialization  this  respect  increasing  as  the  population  continues 

and  modern  methods  of  farming,  enjoyed  an  an-  to  grow  rapidly;  therefore,  income  in  terms  of 

nual  average  of  $104  per  head.'  goods  and  services  remains  low. 

The  position  of  the  underdeveloped  group  of  Moreover,  since  the  national  money  income  of  tht 
countries  is  equally  unfavorable  with  respect  to  ^  ^  D„-,hpn„nt.  Prtt  I 

such  vital  requirements  tor  progress  as  general  -Land  and  Labor”  (London,  Oxford  University,  1947),  p.  53 

Commenting  on  the  situation  in  Latin  America,  a  soil  conseni- 
I.  See  League  of  Nations,  Industrialization  and  Foreign  Trade  tion  expert  has  pointed  out  that  present  land-use  methods  areso 

( iq45.1I.A.io),  pp.  20-23.  See  also,  L.  H.  Bean,  ‘‘International  wasteful  that  ‘‘the  entire  hydrologic  regime  of  Latin  Amerw 

Industrialization  and  Per  Capita  Income,”  Studies  in  Income  is  being  dislcKated.”  William  Vogt,  “A  Continent  Slides  tc 

and  Wealth  (New  York,  National  Bureau  of  Economic  Re-  Ruin,”  Harpers,  June  1948,  p.  484.  See  also,  Fairfield  Osborih 

search,  1946),  vol.  8,  pp.  119-44.  Our  Plundered  Planet  (Boston,  Little,  Brown,  1948). 
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|i  primary  producers  is  largely  determined  by  foreign 
1!  trade,  the  economic  and  political  instability  asso- 
I  ciatcd  with  widespread  poverty  is  further  intensi- 
'  tied.  For  dependence  on  the  world  market,  as  the 
course  of  events  after  1914  clearly  revealed,  means 
great  hardship  in  time  of  war  or  depression  abroad. 
During  World  Wars  I  and  II  normal  commercial 
intercourse  was  seriously  interrupted  or  forced  into 
new  channels.  One  result  was  a  drastic  decline  in 
!  the  import  of  manufactured  goods,  which,  when 
!  accompanied  by  an  expansion  of  local  purchasing 
’  power  resulting  from  increased  production  of  ma¬ 
terials  for  the  belligerents,  generated  strong  infla- 

■  tionary  pressure  on  prices.  But  not  even  a  high 
level  of  prosperity  in  the  late  1920’s  was  sufficient 
to  maintain  demand  for  the  enlarged  output  of 

;  primary  products.  Prices  of  raw  materials  and 
^  foodstuffs  reached  a  peak  as  early  as  1925;  after 
j  1929,  with  the  advent  of  the  world  depression,  the 
i  decline  was  catastrophic.  The  slump  in  trade  and 
i  industry  in  turn  prompted  many  highly  developed 
!  countries  to  pursue  nationalistic  policies,  including 
i  protection  to  encourage  domestic  production  of 
!  food  and  raw  materials.  Heavily  burdened  with 
•  foreign  debts,  not  many  of  which  had  been  in- 
I  curred  for  purposes  of  industrial  development,  the 
j  primary  producers  had  perforce  to  cut  their  im- 
j  ports.  A  much  more  moderate  decline  in  the  price 
j  level  of  imported  manufactured  goods  greatly  in- 
i  tensified  the  problem  of  adjustment.  Some  countries 
1  had  finally  to  default  on  service  charges,  knowing 
j  that  this  step,  while  inescapable  under  the  circum- 
I  stances,  would  nevertheless  adversely  affect  their 
capacity  to  borrow  overseas  in  the  future.* 

The  slow  pace  of  recovery  abroad  in  the  1930’s, 
particularly  in  the  United  States,  meant  prolonged 
!  hardship  for  the  primary  producers.  Not  unnatur¬ 
ally,  increasing  attention  was  given  to  food  process- 
j  ing  and  manufacturing  industries,  since  these  not 
'  only  increased  employment,  but  also  met  a  de- 
I  mand  that  could  not  be  supplied  from  abroad 
[  because  of  lack  of  foreign  exchange.  In  Latin 
I  America,  the  Netherlands  Indies,  India,  and  to  a 
I  lesser  extent  in  Eastern  Europe,'*  some  progress 
I  was  made  in  this  direction.  More  important,  how- 
'f  ever,  was  the  extent  to  which  the  idea  of  a  bal- 

I  3-  See  M.  T.  Copeland,  A  Raw  Commodity  Revolution  (Cam- 
Wdge,  Harvard  University,  1938),  Business  Research  Studies, 
L  ^0-  19.  The  early  decline  in  prices  was  partly  the  result  of 
intensified  competition  among  producers,  many  of  whom  had 
I  introduced  new  methods  of  production  which  lowered  costs  and 
i  thus  made  price  cuts  possible. 

I  4-  Economic  penetration  of  this  region  by  Germany,  after  the 
r  toming  to  power  of  the  Nazis,  limited  the  growth  of  indus* 
I  ttul  enterprise,  since  German  foreign  trade  policy  was  based 
J  on  the  assumption  that  Southeastern  Europe  should  concen- 
j  jtnte  even  more  on  primary  production,  exchanging  surpluses 

■  tor  German  manufactures. 


anced  and  diversified  national  economy  gained  in¬ 
creasing  acceptance,  in  and  out  of  government 
circles."**  Apart  from  the  obvious  need  to  expand 
productive  capacity,  there  were  at  least  two  devel¬ 
opments  abroad  which  strengthened  the  move¬ 
ment  for  industrialization  as  an  avowed  public 
policy.  The  first  of  these  was  the  example  of  the 
Soviet  Union,  whose  totalitarian  regime  was  not 
generally  admired,  but  whose  five-year  plans  for 
rapid  industrial  development  aroused  increasing 
interest  abroad.  In  many  countries  where  economic 
growth  had  hitherto  lagged,  publicists,  labor  lead¬ 
ers,  politicians  and  others  began  to  ponder  the 
possibilities  of  a  similar  approach  to  the  problem 
of  raising  the  standard  of  living,  with  modifica¬ 
tions  to  avoid  sacrificing  the  freedom  of  the  indi¬ 
vidual.  The  second  factor  that  contributed  to  the 
growing  emphasis  on  the  role  of  the  government 
as  an  agency  to  promote  economic  progress  was 
the  popular  demand  in  the  industrial  nations  for 
legislative  action  to  create  full  employment,  by 
large-scale  deficit  financing  (as  under  the  New 
Deal  in  the  United  States)  if  that  were  necessary. 
Public  investment  in  industry  to  supplement  the 
private  sector  of  the  economy,  it  was  thought, 
might  prove  a  highly  useful  device  to  encourage 
systematic  development  of  a  backward  area  and  to 
avert  slumps  in  income.* 

It  should  be  noted,  however,  that  not  every  un¬ 
derdeveloped  country  or  colony  adopted  programs 
or  policies  to  promote  economic  growth  during  the 
depression.  Thus,  in  several  Middle  Eastern  coun¬ 
tries  the  problems  of  economic  development  con¬ 
tinued  to  be  largely  neglected,  while  in  China 
available  resources  were  employed  in  resisting  the 
Japanese  invasion.  But  even  where  the  movement 
to  improve  national  productive  capacity  gained 
momentum,  the  coming  of  World  War  II  resulted 
in  postponement  of  most  programs.  As  in  World 
War  I,  exports  of  food  and  raw  materials  increased 
rapidly  before  the  outbreak  of  hostilities;  there¬ 
after,  the  United  States  was  a  large  buyer  of  pri¬ 
mary  products.  Under  lend-lease  this  country 
undertook  to  provide  a  large  part  of  the  economic 
resources  required  by  the  United  Nations  in  wag¬ 
ing  the  war.  To  obtain  the  necessary  imports  of 
raw  materials,  the  Administration  encouraged 
primary  producers  in  Latin  America,  and  to  a 
lesser  extent  in  other  areas,  to  expand  their  export 

4a.  Sec  Ernst  Peltzcr,  “Industrialization  of  Young  Countries 
and  the  Change  in  the  International  Division  of  Labor,”  Social 
Research,  September  1940,  pp.  299-325. 

5.  The  Tennessee  Valley  Authority,  in  particular,  attracted 
considerable  attention  abroad  as  an  example  of  what  a  demo¬ 
cratic  state  might  do  to  conserve  natural  resources  and  at  the 
same  time  increase  the  real  income  of  the  people. 
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capacity.  Bulk-buying  contracts,  and  in  some  in¬ 
stances  financial  aid,  were  employed  for  this  pur- 
jx>se.  Since  exports  of  manufactured  goods  had  to 
be  drastically  cut,  payment  was  made  by  building 
up  the  dollar  balances  of  the  participating  coun¬ 
tries,  Likewise,  the  British  government,  in  draw¬ 
ing  on  the  resources  of  the  Empire,  did  so  by  cre¬ 
ating  sterling  balances  in  favor  of  its  suppliers, 
particularly  India  and  Egypt, 

The  wartime  decline  in  imjxjrts  of  manufactures 
was  accompanied  by  the  growth  of  domestic  in¬ 
dustry  in  many  underdeveloped  countries.  But 
this  progress  was  frequently  more  apparent  than 
real,  for  there  was  little  improvement  in  the  effi¬ 
ciency  of  production,  and  often  the  increase  in 
output  was  at  the  expense  of  proper  maintenance 
and  repair.  Spare  parts,  new  equipment  and  ma¬ 
chinery  could  not  be  obtained  abroad,  unless  di¬ 
rectly  related  to  the  war  effort  of  the  United  Na¬ 
tions,  The  idea  of  promoting  new  industries,  how¬ 
ever,  gained  widespread  acceptance.  The  dislocation 
of  trade  and  production  after  1959,  in  fact,  quick¬ 
ened  the  depression-inspired  movement  for  gov¬ 
ernmental  intervention  to  promote  economic  de¬ 
velopment  and  stability.  In  Latin  America,  Eastern 
Eurof^e,  the  Middle  East,  Africa,  India,  Pakistan, 
Ceylon,  the  East  Indies,  China  and  the  Philippines, 
various  plans  and  programs  are  now  being  evalu¬ 
ated  to  promote  a  larger  and  more  diversified  pro¬ 
ductive  capacity,  and  a  higher  standard  of  living, 

RESOURCE  PROBLEMS 

The  obstacles  to  be  overcome  in  improving  the 
economic  welfare  of  the  entire  population  of  a 
country  are  so  numerous  and  diverse  that  any 
adequate  appraisal  of  the  various  plans,  programs 
and  policies  for  national  development  requires  a 
detailed  analysis  of  the  situation  in  each  nation,^ 

6.  Colin  Clark,  T!tf  Conditions  of  Economic  Progress  (New 
York,  Macmillan,  1940),  K'ves  a  wealth  of  statistical  data, 
comparing  income,  t>pcs  of  production,  wages,  and  so  on,  in 
those  countries  for  which  reasonably  reliable  information  was 
available.  (A  second,  greatly  revised  edition  of  this  work  will  ap¬ 
pear  shortly,)  There  is  nectl,  however,  for  a  thorough  study  of 
the  problems  of  economic  development  in  particular  countries 
and  regions,  on  the  basis  of  which  it  may  be  possible  to  establish 
some  general  principles.  On  this  point  see  remarks  of  Dr.  L.  L. 
Lorwin  before  the  UN  Economic  and  Employment  Commis¬ 
sion,  June  4,  1948,  New  Yorl(  Times,  June  5,  1948.  Another 
expert  in  this  field  has  noted  the  need  for  a  systematic  study 
of  the  best  lines  of  development  in  a  given  country,  preferably 
by  “a  group  of  well-qualified,  impartial  specialists  representing 
all  countries  concerned  and  removed  as  much  as  possible  from 
political  and  special  business  interests.”  Sec  R.  F.  Behrendt, 
Inter-American  Economic  Relations,  Problems  and  Prospects 
(New  York,  Carnegie  Endowment  for  International  Peace, 
1948),  p.  89.  As  pointed  out  below,  this  ideal  may  be  realized 
by  the  UN  agencies  which  are  considering  the  problems  of 
underdeveloped  countries  and  regions.  All  writers  on  the  sub- 
lect  agree  that  much  more  study  is  required  before  intelligent 
action  is  possible  in  this  field. 


There  are,  however,  several  problems  common  to 
underdeveloped  economic  systems,  concerning 
which  some  general  observations  can  be  made. 

The  basic  difficulty  every  government  must  face 
is  the  marked  lack  of  balance  between  popula¬ 
tion,  which  may  increase  rapidly,  and  resources  that 
are  deficient  in  many  important  particulars.  Pend¬ 
ing  a  scientific  and  relatively  complete  survey  of  its 
natural  resources  by  each  country,  no  sound  judg¬ 
ment  can  be  made  as  to  its  economic  potential. 
Such  an  inventory  is  an  essential  preliminary  to 
planning,  but  many  governments  are  without  the 
necessary  personnel  to  undertake  it.  This  handicap 
is  all  the  more  serious,  since  on  the  basis  of  avail¬ 
able  studies  there  is  reason  to  conclude  that  the 
prospects  for  development  in  many  countries  can 
easily  be  exaggerated.  Planning,  therefore,  may  be 
characterized  by  overoptimism  and  misuse,  or  by 
overuse  of  known  resources.  In  the  Middle  East,  for 
example,  the  amount  of  new  land  that  can  be  put 
into  cultivation  is  limited  by  the  acute  shortage 
of  rainfall;  irrigation  projects,  which  are  costly, 
only  partly  offset  this  basic  deficiency.  Much  can 
be  done,  however,  to  improve  the  indigenous  sup¬ 
ply  of  food  by  changing  the  primitive  systems  of 
land  tenure  and  inefficient  methods  of  cultiva¬ 
tion,  but  it  is  by  no  means  certain  that  these  re¬ 
forms,  even  if  they  could  be  readily  effected,  would 
permit  the  desired  increase  in  per  capita  consump-  I 
tion.’  In  this  region,  and  in  others  that  are 
underdeveloped,  an  urgent  need  exists  for  alterna¬ 
tive  employment  outlets.  But  there  can  be  no  sub¬ 
stantial  degree  of  industrialization  without  ade¬ 
quate  power  resources  and  essential  raw  ma¬ 
terials.  The  petroleum  reserves  of  the  .\rab 
states  could  he  used  to  meet  their  energy  require¬ 
ments,  within  limits,  and  several  hydroelectric 
{X)wer  projects  are  technically  feasible.  Similar  ob- 

7.  During  the  war,  the  agricultural  resources  of  the  Middle 
East  were  examined  more  thoroughly  than  ever  before  b; 
scientists  on  the  staff  of  the  Middle  East  Supply  Center.  These 
experts  made  the  surprising  observation  that  much  was  to  be 
said  in  favor  of  existing  methods  of  cultivation,  although  there 
was  an  urgent  need  to  reform  the  system  of  land  tenvre.  See 
B.  A.  Keen,  The  Agrictdttiral  Development  of  the  Middle 
East  (London,  HMSO,  1946),  and  E.  B.  Worthington.  MMe 
East  Science  (London,  HMSO,  1946).  In  her  recent  study, 
iMnd  and  Poverty  in  the  Middle  East  (New  York,  Royal  In¬ 
stitute  of  International  Affairs,  1948),  Doreen  Warriner  finds 
that  even  with  a  doubling  of  real  income  of  the  existing  farro 
population  through  agrarian  improvements,  there  would  sol- 
be  great  jjoverty.  There  is,  she  thinks,  "a  tendency  to  sec  the 
Middle  East,  not  as  a  poor  region,  with  extraordinarily  adverse 
natural  conditions,  in  part  heavily  overpopulated,  but  as  a  land 
of  promise,  vritually  empty  and  capable  of  vast  agricultural  j 
development.”  Ibid.,  p.  2.  Cf.  .Alfred  Bonne,  The  Economr  De-  j 
velopment  of  the  Middle  East:  An  Outline  of  Planned  Recon¬ 
struction  After  the  War  (New  York,  Oxford  University,  1945^- 
p.  151,  where  it  is  .stated  that  the  Middle  East  can  become  a 
“new  wrsrld-centre  for  the  production  of  valuable  agrarian 
Commodities.” 
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I  scrvations  might  be  made  with  respect  to  certain 
I  South  American  Republics  and  the  Dutch  East 
I  Indies.  In  these  and  other  areas,  however,  mineral 
I  resources  are  few  in  number  and  often  limited 
I  both  in  quantity  and  quality.®  As  to  world  re- 
I  sources  of  mechanical  energy,  a  recent  study  sug- 
I  gcsts  that  “many  of  the  areas  not  now  industrial- 
^  ized  have  little  hope  of  achieving  major  industrial 
importance.”'^  Nor  is  the  use  of  atomic  power, 

I  recently  advocated  by  some  writers,  a  simple  and 
I  ^  ready  solution  to  the  energy  problem  of  backward 

.  areas.*" 

I  In  the  final  analysis,  however,  the  resources  of 

a  country  must  also  be  viewed  functionally,  and 
:  I  not  merely  in  absolute  terms.  If  the  natural  wealth 
1  I  of  the  underdeveloped  nations  is  not  as  super- 
:  [  abundant  as  is  commonly  assumed  by  some  ob- 
I  I  servers,  there  is  yet  much  that  awaits  the  applica- 
r  tion  of  more  efficient  methods  of  exploitation.  It  is 
t  in  this  sense  that  development  has  l^en  lacking  in 
:  f  the  past;  income  is  low  not  so  much  because  there 
I  are  vast  unused  natural  resources,  but  rather  be- 
1  [  cause  the  limited,  available  assets  are  only  partly 
:  t  and  ineffectively  developed.  The  crucial  factor  is 
if  i  the  failure  thus  far  to  increase  the  population’s 

I  command  of  technological  knowledge — a  most  im- 

As  pointed  out  below,  technological  resources  can,  and  in 
fact,  must  be  developed,  to  offset  particular  resource  deficien¬ 
cies.  In  India,  for  example,  much  progress  has  already  been 
^  made  in  this  highly  important  phase  of  national  economic  de- 
j  velopmcnt.  That  country  has  large  reserves  of  rich  iron  ore,  and 
I  much  coal  of  poor  quality;  applying  Western  methcxls,  how- 
)-  I  ever,  a  highly  promising  iron  and  steel  industry  has  been 
,  created.  Sec  D.  P.  E.,  ‘‘India’s  Progress  in  Industrialization,”  T/ie 
’  I  Bulletin  of  International  News  (New  York,  Royal  Institute  of 
I'  I  International  Affairs),  June  13,  1942,  515-17.,  China,  on  the 
b  E  other  hand,  has  sufficient  coal  reserves,  although  the  most  im- 
E  portant  mines  arc  in  territory  now  controlled  by  the  Com- 
^  munists;  but  the  Chinese  economy  has  hitherto  lacked  a  supply 
ic  of  good  iron  ore.  During  the  war  rich  deposits  of  this  and  other 
I  key  raw  materials  were  discovered  in  the  Western  part  of  the 
country.  Sec  D.  K.  Lieu,  China's  Economic  Stabilization  and 
Reconstruction  (New  Brunswick,  Rutgers  University,  1948), 

^  !  9-  A.  P.  Usher,  ‘‘The  Resource  Requirements  of  an  Indus- 

ijE  [  trial  Economy,”  Journal  of  Economic  History  (1947),  Supplc- 
I  ment  VII,  p.  43.  The  author  further  points  out  that  “the  ulti- 
I  mate  future  of  South  America  lies  in  her  water  power,  but  on 
I  the  basis  of  present  estimates  even  in  a  fully  developed  world, 
fig  E  South  .America  will  remain  the  poorest  of  all  the  continents.” 
1^.  f  Ihid.,  p.  44.  See  also,  A.  f.  Brown,  Industrialization  and  Trade 
j]  •  (London,  Oxford  University,  1943),  pp.  i6ff.  He  attempts  a 
di  f  tabulation  of  natural  resources  per  capita  in  different  parts  of 
I  the  world.  His  data  suggest  that  many  underdeveloped  coun¬ 
cil  I  tries  do  not  have  a  physical  environment  favorable  to  a  high 
jjj  i  degree  of  industrialization. 

rse  I  tO-  Boris  Prcgel,  ‘‘Peacetime  Uses  of  Atomic  Energy,”  Social 
nd  I  Research,  March  1947,  pp.  27-44,  contends  that  the  ‘‘immedi- 
fjl  f  ate  and  general  development  of  atomic  energy  for  peacetime 
)f.  j  and  constructive  purposes”  is  the  only  means  by  which  the 
)n-  g  living  standards  of  less  favored  populations  can  be  quickly 
5).  I  raised.  For  a  more  skeptical  appraisal  of  the  possibilities  of 
;  a  1  atomic  energy  in  the  less  developed  regions,  see  Walter  Isard, 
ijD  I  Some  Economic  Implications  of  Atomic  Energy,”  Quarterly 
I  kurnaJ  of  Economics,  February  1948,  pp.  202-28. 


portant  productive  resource  in  any  economy.  The 
achievements  of  industrial  nations  in  this  sphere 
go  far  to  explain  their  rapid  material  progress. 
Each  has  developed  its  technical  arts  to  meet  local 
resource  requirements.  In  the  United  States  dur¬ 
ing  the  nineteenth  century,  for  example,  labor  was 
scarce  in  relation  to  other  resources,  but  this  lack  of 
balance  was  steadily  reduced  by  successive  inven¬ 
tions  of  labor-saving  devices  and  methods.  In 
Western  Europe,  on  the  other  hand,  population 
became  excessive  compared  with  domestic  food 
and  raw  material  resources;  accordingly,  inventive 
efforts  were  focused  on  the  maximum  possible  use 
of  such  natural  wealth  as  was  at  hand,  and  on  the 
creation  of  substitutes  for  materials  that  were  lack¬ 
ing  or  could  not  always  be  readily  imported.  Thus, 
German  scientists  were  the  first  to  make  indigo 
from  coal;  and  when  Chilean  nitrates  could  not 
be  imported  during  World  War  I,  German  tech¬ 
nicians  devised  a  method  of  producing  a  substitute 
product,  atmospheric  nitrogen." 

If  the  underdeveloped  nations  are  to  increase 
their  productive  capacity  rapidly,  they  must  plan 
to  draw  on  the  tremendous  technological  heritage 
of  industrial  countries,  and  do  this  to  the  maximum 
possible  extent.  This  is  not  simply  a  matter  of  im¬ 
porting  the  “know-how,”  for  mass  illiteracy  limits 
absorptive  capacity.  Large  outlays  on  general  edu¬ 
cation,  extending  to  all  classes  of  the  population, 
are  indispensable;  this  is  the  starting  point  in  the 
acquisition  of  new  skills  and  techniques.  At  the 
same  time,  there  must  be  a  program  for  train¬ 
ing  abroad  qualified  students  who  can  become  in¬ 
structors  of  others.  As  in  all  other  aspects  of  eco¬ 
nomic  development,  however,  there  is  no  simple 
and  ready  formula  which  can  be  applied  in  rais¬ 
ing  the  level  of  education  and  technical  skills. 
Progress  is  not  likely  to  be  rapid,  since  cultural 
readjustments  always  engender  resistance.*^  This 
is  particularly  true  where  the  population  is  almost 
entirely  rural;  inertia  generated  by  custom,  poverty 
and  apathy  is  not  easily  overcome.** 

11.  See  E.  W.  Zimmermann,  World  Resources  and  Indus¬ 
tries  (New  York,  Harper,  1933),  pp.  28-29. 

12.  One  important  aspect  of  this  cleavage  is  the  fact  that  the 
technical  efficiency  of  the  West  is  generally  admired  in  under¬ 
developed  societies,  but  at  the  same  time  there  is  often  much 
skepticism  as  to  the  validity  of  the  Western  moral  and  intellec¬ 
tual  system.  If,  as  some  students  think,  the  forms  and  spirit 
of  the  West  have  come  into  being  through  the  interplay  of  the 

.two,  can  the  one  be  successfully  transplanted  without  the  other? 
See,  e.g.,  A.  S.  Eban,  “Some  Social  and  Cultural  Problems  of 
the  Middle  East,”  International  Affairs,  July  1947,  pp.  367-73. 

13.  For  a  graphic  description  of  the  problems  of  rural  recon¬ 
struction,  sec  H.  B.  Allen,  Cofne  Over  Into  Macedonia  (New 
Brunswick,  Rutgers  University,  19439.  He  found  that  lasting 
results  arc  possible  only  by  a  “slow,  careful  and  painstaking 
approach,”  which  seeks  “to  help  the  people  to  help  themselves.” 
Ibid.,  p.  xvii.  See  also,  his  Rural  Education  and  Welfare  in  the 
Middle  East  (London,  HMSO,  1946). 
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To  be  fully  effective,  measures  to  increase  pro¬ 
ductivity  through  education  and  technology  must 
also  be  accompanied  by  a  simultaneous  program 
to  improve  public  health,  sanitation  and  housing. 
The  extreme  backwardness  of  many  countries  in 
these  fields  is  another  manifestation  of  their  pov¬ 
erty — their  failure  to  raise  the  standard  of  living. 
So  long  as  these  conditions  are  unchanged,  the 
efficiency  of  labor  will  remain  low,  as  will  also  the 
level  of  income.  Already  many  countries  have  ef¬ 
fected  some  reduction  in  the  incidence  of  disease, 
but  much  remains  to  be  done  before  this  wastage 
of  human  resources  is  brought  under  control. 
Moreover,  better  health  and  sanitation  have  re¬ 
duced  the  death  rate,  with  the  result  that  the 
population  grows  more  rapidly.  Unless,  therefore, 
productive  capacity  is  expanded,  a  lengthening  of 
the  life  span  may  be  reflected  in  a  continued  down- 
w.ird  trend  in  per  capita  real  income.  In  fact, 
“until  the  population  problem  of  low-income  areas 
is  faced  squarely  in  all  its  complexities,  much  of 
the  discussion  of  improved  living  through  indus¬ 
trialization  and  economic  development  seems  some¬ 
what  beside  the  point.”*'* 

ROLE  OF  THE  STATE 

Given  the  multiple  uses  tw  which  sparse  resources 
must  be  put  in  accelerating  economic  develop¬ 
ment,  and  the  further  fact  that  gains  in  output 
must  be  substantial  to  offset  the  rapid  growth  of 

14.  N.  S.  Ruch.'inan,  "Deliberate  Industrialization  for  Higher 
Incomes,"  Economic  lournal  (London),  December  1946,  p.  547. 
Population  growth  potentials  arc  high  in  several  underdeveloped 
countries,  some  of  which  are  already  densely  settled.  Population 
increase  in  the  latter — e.g.,  Egypt,  India,  China,  Korea,  For¬ 
mosa,  much  of  the  C.aribbcan  area,  and  so  on — may  in  fact 
present  serious  obstacles  to  political  and  economic  advance¬ 
ment.  In  these  countries,  economic  improvements  tend  thus 
far  merely  to  reduce  mortality,  with  the  result  that  the  in¬ 
crease  in  output  is  consumed  rather  than  saved  and  invested  in 
new  prinluctive  facilities.  The  difficulties  which  must  be  over¬ 
come  have  been  summarized  by  Dr.  F.  W.  Notestein  as  follows: 
"It  is  not  the  problem  of  doubling,  or  perhaps  even  tripling, 
the  product  of  backward  regions  that  staggers  the  imagina¬ 
tion;  it  is  the  need  for  an  indefinite  continuation  of  such  an 
expansion  in  order  to  keep  up  with  an  unending  growth.  Fer¬ 
tility  declines  will  come  gradually  and  only  after  people  acquire 
new  interests  and  aspirations.  These  new  interests  are  likely 
to  develop  only  in  a  period  of  rising  levels  of  living,  urbaniza¬ 
tion,  widespread  education,  and  growing  contacts  with  foreign 
cultures.  All  such  developments  would  initially  reduce  mor¬ 
tality  more  rapidly  than  fertility  and  therefore  temporarily  en¬ 
hance  growth.  In  its  analogous  [leriod  of  transition  from  high 
to  low  vital  rates,  European  population  increased  from  two  to 
fourfold.”  Demographic  Studies  of  Selected  Areas  of  Rapid 
Crouth  (New  York,  Milbank  Memorial  Fund.  1944),  P-  152. 
.Another  population  expert  contends  that  industrialization  is 
not  a  re.tdy  solution,  since  many  overpopulated  nations  do  not 
have  sufficient  land  and  capital,  nor  the  opportunity  to  make 
good  such  shortages.  Accordingly,  a  speedy  cessation  of  world 
population  growth  "appears  essential  to  gradual  alleviation  and 
removal  of  widespread  poverty.”  See  I.  J.  Spengler,  "Aspects  of 
the  Economics  of  Population  Growth,”  Part  11,  Southern  Eco¬ 
nomic  fournal,  January  1948,  p.  265. 


population,  most  governments  have  proceeded  on 
the  assumption  that  only  long-term,  balanced  pro¬ 
grams  will  produce  the  desired  results.  Intervention 
by  the  state  in  varying  degrees  is  now  taken  for 
granted.  Modern  technology,  it  is  reasoned,  re¬ 
quires  capital  and  skills  which  are  beyond  the 
reach  of  most  individuals  and  businesses  in  under¬ 
developed  countries.  The  state,  moreover,  must 
carefully  husband  its  limited  resources  to  avoid 
waste  and  to  achieve  what  is  socially  the  most  de¬ 
sirable  allocation  of  the  means  of  production.  Lack¬ 
ing  a  national  plan,  there  is  the  risk  that  a  cou.a- 
try  may  not  effect  the  necessary  changes  required 
for  a  balanced  development  of  its  productive 
capacity.  In  short,  “development  on  the  required 
scale  both  of  effort  and  efficiency  cannot  be  achieved 
in  the  modern  age  without  a  significant  part  being 
taken  by  national  governments  in  this  process.”*’ 

But  while  this  view  is  widely  held  abroad,  there 
are  marked  variations  in  the  plans  and  programs 
of  the  different  governments  in  promoting  eco¬ 
nomic  development.  Public  policy  in  some  coun¬ 
tries  is,  in  fact,  more  or  less  indifferent  to  the 
problems  of  increasing  and  diversifying  produc¬ 
tion.  Elsewhere,  however,  the  role  of  the  state  in 
economic  growth  is  important,  and  is  likely  to  re¬ 
main  so.  Thus,  in  Eastern  Europe,  seizure  of 
power  by  the  Communists  has  been  followed  by 
the  preparation  of  elaborate  long-range  plans  for 
economic  development.  Most  industries  have  al¬ 
ready  been  nationalized,  and  those  which  remain 
in  private  hands  are  rigidly  controlled.  The  avowed 
aim  is  to  create  an  economy  closely  resembling 
that  of  the  Soviet  Union.  In  other  underdeveloped 
areas,  a  different  approach  is  being  followed.  In 
Latin  America,  there  is  no  crusade  against  private 
enterprise  as  such;  the  development  corporations 
which  several  governments  have  created  during 
and  since  the  war  are  not  limited  in  their  opera¬ 
tions  to  state-owned  businesses.  Private  capital 
(domestic)  is  invited  to  participate,  and — as  in 
Chile — provision  is  often  made  for  the  govern¬ 
ment  to  sell  out  its  share  of  a  given  undertaking 
once  it  becomes  sufficiently  profitable  to  attraa 
investors.  The  aim  here  is  to  accelerate  the  growth 
of  production  under  the  private  enterprise  system, 
rather  than  to  replace  it  by  state  industry. 

National  planning  is  seldom  comprehensive;  in¬ 
is.  V.  K.  R.  V'.  Rao,  Indian  member,  UN  Economic  anc 
Employment  Commission,  Subcommission  on  Economic  Devel¬ 
opment,  UN  Doc.  E/CN.i/Sub.3/13,  I  December  19471  P- 
See  also  J.  N.  Guimaraes  (Brazil),  “The  Role  of  GovermneBt 
in  Economic  Development,”  ihid.,  Doc.  E/CN.i/Sub.3'iJ' 
I  December  1947,  and  M.  B.  Jimenez  (Mexico),  “Some  Prin¬ 
ciples  on  the  Role  of  the  Government  with  Particular  Reicf' 
ence  to  Countries  with  a  System  of  Private  Enterprise,”  ibid- 
Doc.  E/CN.i/Sub.3/11,  29  November  1947. 
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Stead,  the  emphasis  is  on  the  rapid  development  of 
certain  key  industries — transport  and  communica¬ 
tions,  iron  and  steel,  heavy  chemicals,  power 
projects  and  the  like — which  are  expected  to  make 
possible  over-all  economic  growth.  Concentration 
on  a  limited  number  of  major  industries  and  re¬ 
gions  is  also  characteristic  of  developmental  pro¬ 
grams  in  India  and  Pakistan.  In  these  countries  the 
problem  of  development  is  tremendously  compli¬ 
cated  by  the  need  for  co-ordinating  the  plans  of  the 
central  government  with  those  of  13  provinces  and 
about  600  states.*^  Large  in  area  and  population, 
India  must  necessarily  limit  its  initial  investments 
to  selected  industries  and  regions.  In  China  a  simi¬ 
lar  condition  obtains,  but  there  the  Central  govern¬ 
ment  has  scant  resources  available  for  economic 
development,  particularly  since  large  outlays  must 
be  made  in  military  campaigns  against  the  Com¬ 
munist  armies. 

In  addition  to  public  investment  in  industry, 
action  by  the  government  in  underdeveloped  coun¬ 
tries  includes  many  other  measures  to  promote  an 
increase  and  diversification  of  productive  capacity. 
The  most  important  of  these  is  control  of  foreign 
trade.  In  Eastern  Europe,  trade  relations  with  other 
countries  are  conducted  largely  through  state  agen¬ 
cies,  in  line  with  the  policy  of  rigidly  planning  all 
phases  of  the  national  economy.  A  somewhat  simi¬ 
lar  policy  is  followed  by  the  Argentine  govern¬ 
ment.  Where  there  is  no  system  of  state  trading, 
the  general  practice  is  to  subject  imports  to  vari¬ 
ous  types  of  quantitative  controls,  including  for¬ 
eign  exchange  regulations,  for  the  purpose  of  pro¬ 
tecting  domestic  industry,  particularly  that  which 
has  been  newly  established.  Frequently  govern¬ 
ments  also  provide  bounties,  subsidies  and  tax  re¬ 
bates.  Where  industry  has  been  nationalized  and 
there  are  operating  deficits,  these  are  covered  by 
funds  provided  for  in  the  national  budget.  More¬ 
over,  most  countries  seek  to  facilitate  the  import 
of  raw  materials  which  are  either  not  produced 
locally  or  only  in  insufficient  quantity.  In  some  in¬ 
stances,  existing  import  duties  are  removed,  while 
in  others  the  local  manufacturer  is  given  a  tax  re¬ 
fund.  Imports  of  machinery,  equipment  and  spare 

16.  See  Economic  Development  in  Selected  Countries:  Plans, 
Programmes,  and  Agencies  (Lake  Success,  United  Nations, 
*947)1  P-  *50.  For  details  of  the  new  industrialization  policy  of 
India,  see  Foreign  Commerce  Wee/(ly,  May  22,  1948,  p.  19; 
for  the  {xjlicy  of  the  government  of  Pakistan,  see  ibid..  May  29, 
1948,  p.  21.  It  should  be  noted  that  Indian  industrialists  advo¬ 
cate  bmh  planning  and  comprehensive  governmental  controls. 
See  The  "Bombay  Plan"  for  India's  Economic  Development 
(New  York,  Institute  of  Pacific  Relations,  1944).  G.  D.  Birla, 
a  leading  Indian  industrialist  and  one  of  the  authors  of  the 
“Bombay  Plan”  recendy  recommended  a  new  developmental 
program,  with  industrial  production  targets  reduced  to  a  more 
realistic  level.  See  Business  lI’eeL  June  12,  1948,  p.  112. 


parts  are  generally  encouraged,  since  these  are  in¬ 
dispensable  in  most  industrialization  plans. 

The  desire  for  greater  economic  independence 
may,  however,  lead  to  policies  which  are  highly 
nationalistic,  with  the  result  that  world  trade  is 
seriously  disturbed  and  real  income  reduced  at 
home  and  abroad.  Admittedly,  each  country  must  in 
the  final  analysis  depend  on  its  own  resources  and 
manpower  to  effect  a  permanent  increase  in  pro¬ 
duction  and  national  income;  but  the  import  of 
capital  and  technology  and  exchange  of  goods  and 
services  with  other  areas  are  also  vitally  necessary,  to 
promote  both  greater  efficiency  and  more  rapid 
development.  Emphasis  on  locally  owned  enter¬ 
prise  is  understandable,  but  where  this  objective 
is  sought  by  legislation  which  penalizes  the  ac¬ 
tivities  of  foreign  industrialists,  either  through  ex¬ 
propriation  without  proper  compensation,  or  by 
rules  and  regulations  that  are  highly  discriminatory 
in  their  effect,  the  net  result  may  well  be  a  social 
loss  for  the  country  concerned.  It  is  not  to  be  in¬ 
ferred,  however,  that  there  is  any  one  solution  to 
the  problem  of  defining  satisfactorily  the  role  of 
foreign  enterprise  in  economic  development;  as 
noted  below,  there  are  many  complicating  factors 
that  must  be  taken  into  account. 

PATTERNS  OF  DEVELOPMENT 

Intervention  by  the  state  in  the  underdeveloped 
countries  is  not  limited  to  the  ownership  and  con¬ 
trol  of  industry;  a  no  less  important  aspect  is  the 
decisions  which  must  be  made  concerning  the  allo¬ 
cation  of  resources  as  between  industry  on  the  one 
hand  and  agriculture  on  the  other.  Current  low 
levels  of  real  income  are  the  result  not  only  of  re¬ 
tarded  industrial  development,  but  also  of  an  ag¬ 
ricultural  system  which  in  the  main  has  not  been 
modernized.  On  the  basis  of  its  World  Food  Sur¬ 
vey,  the  UN  Food  and  Agriculture  Organization 
found  that  “in  order  to  reach  intermediate  nutri¬ 
tional  targets  with  a  calorie  intake  of  some  2,600 
calories  per  head  daily,  by  i960  the  food  supply 
would  need  to  be  increased  by  90  per  cent  above 
prewar  (of  which  55  per  cent  would  be  accounted 
for  by  improvement  in  the  diet,  and  35  per  cent  by 
population  growth  since  the  period  1935-39). 

1970  the  food  supply  would  need  to  be  no  per 
cent  above  prewar.”*’  It  was  further  noted  that 
the  less  developed  countries  could  reach  these  tar¬ 
gets  only  by  “an  agricultural  revolution.” 

AGRICULTURAL  DEVELOPMENT 

Given  the  present  low  standards  of  food  con¬ 
sumption,  it  would  seem  desirable,  therefore,  that 

17.  See  Report  of  FAQ  Preparatory  Commission  on  World 
Food  Proposals  (VV'ashington),  ]anuar>'  1947,  p.  i. 
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economic  planning  in  areas  of  retarded  develop¬ 
ment  should  be  concentrated  as  much  on  the  im¬ 
provement  of  agricultural  output  as  on  the  cre¬ 
ation  of  new  industries.’*  Primitive  systems  of 
land  tenure  and  rural  organization  must  be 
changed,  small  holdings  enlarged,  new  and  im¬ 
proved  varieties  of  crops  and  livestock  introduced, 
and  adequate  farm  implements  provided — all  of 
which  requires  a  large  outlay  of  capital  and  supply 
of  technical  skills  over  a  long  period  of  time.  Cur¬ 
rently,  in  many  less  develoj^ed  countries  farm 
families  produce  little  more  than  what  is  neces¬ 
sary  to  meet  their  own  needs;  in  advanced  coun¬ 
tries,  on  the  other  hand,  one  family  feeds  itself  and 
four  other  families  at  a  relatively  high  nutritional 
level.  Production  per  man  is  ten  times  greater  in 
the  advanced  than  in  the  underdeveloped  coun¬ 
tries.’^  Moreover,  where  farming  for  a  bare  sub¬ 
sistence  is  the  rule,  land  resources  are  only  partly 
utilized  and  are  often  wasted  through  erosion  and 
overcropping.  Rural  planning  must  encompass 
conservation  as  well  as  development.’”  At  the 
same  time,  suitable  unused  land  must  be  brought 
under  cultivation,  which  will  frequently  require 
large-scale  irrigation  projects.  Provision  must  also 
be  made  for  improved  roads  and  communications, 
and  for  more  and  better  facilities  fpr  processing, 
storage  and  marketing  of  farm  produce.  How 
much  can  be  gained  by  reducing  rodent  and  insect 
infestation  was  graphically  revealed  in  a  report 
submitted  to  the  F.\0  Council  in  April  1948,  which 
estimated  that  each  year  about  10  per  cent  of  world 
production  of  cereals,  pulses  and  oil  seeds  is  lost 
through  infestation.^’ 

Field  surveys  of  agricultural  problems  in  Greece 
and  Poland,  made  by  teams  of  experts  under  the 
auspices  of  the  FAO,  are  models  of  what  can  and 
should  be  done  in  other  underdeveloped  countries, 
if  there  is  to  be  a  substantial  expansion  of  food 
production.^^  Increased  food  output  is  required 
to  give  the  farmers  themselves  a  better  diet  and 
to  provide  a  surplus  which  can  be  exchanged 
for  manufactures.  As  noted  above,  a  large  part 
of  the  total  population  in  underdeveloped  coun¬ 
tries  lives  on  the  land,  and  even  though  in¬ 
dustrialization  may  be  expected  to  absorb  an  in¬ 
creasing  number,  the  rural  regions  will  continue 

18.  See  Eugene  St.iley,  World  Economic  Development  (Mon¬ 
treal,  International  Labour  Office,  1944),  p.  5;  Behrendt,  Inter- 
American  Economic  Relations,  cited,  p.  90. 

19.  Report  of  the  FAO  Preparatory  Commission,  cited,  p.  2. 

20.  Sec  Soil  Conservation,  An  International  Study  (Washington, 
FAO,  1948),  Agricultural  Studies  N’o.  4. 

21.  FAO  Press  Release,  l/R/t49,  9  .\pril  1948. 

22.  See  Reports  of  the  FAO  Missions  for  Poland  (1948)  and 
Greece  (i947). 


to  constitute  a  major  market  outlet  for  the  prod¬ 
ucts  of  new  industries.  So  long  as  farm  produc¬ 
tivity  remains  low,  however,  there  can  be  no  grow¬ 
ing  volume  of  trade  between  town  and  country. 
A  further  consideration  is  the  fact  that  in  some 
countries  improvements  in  agriculture  would  make 
possible  a  reduction  in  food  imports,  thereby  re¬ 
leasing  foreign  exchange  for  purchases  of  machin¬ 
ery,  raw  materials,  and  so  on.  Because  they  have 
failed  to  develop  fully  their  food  production  poten¬ 
tialities,  several  underdeveloped  countries — for  ex¬ 
ample,  Chile^^ — must  import  some  commodities 
which  might  economically  be  produced  at  home. 

The  adjustments  involved  in  effecting  a  more 
productive  agricultural  system,  however,  must  be 
part  of  an  over-all  plan  for  increased  employment 
and  income,  since  alternative  employment  oppor¬ 
tunities  and  considerable  amounts  of  capital  will 
be  required.  These  outlays  should  be  balanced 
against  the  need  for  investments  in  other  sectors 
of  the  economy  —  industrial  enterprise,  education, 
health,  housing,  and  so  on.  Moreover,  since  in 
the  less  developed  countries  much  land  is  often 
used  for  the  production  of  export  crops,  shifts  in 
the  types  of  crops  grown  must  be  related  to  the 
balance-r>f-payments  problem.  A  declining  volume 
of  primary  products  for  sale  abroad  may  mean 
less  foreign  exchange  for  the  service  of  outstand¬ 
ing  debts  and/or  new  loans,  as  well  as  for  financ¬ 
ing  the  import  of  essential  raw  materials  and 
capital  equipment.  Yet  another  factor  is  the 
risk  —  in  the  absence  of  careful  study  and  plan¬ 
ning — that  the  shift  to  new  crops  may  involve 
high-cost  production.  Thus,  in  several  Latin  Amer¬ 
ican  Republics,  prewar  tariff  policy  sought  to  in¬ 
crease  food  output,  and  often  wheat  was  culti¬ 
vated  where  the  soil  and  climate  were  not  suit¬ 
able.^'*  Natural  limitations  to  diversification  must, 
therefore,  be  taken  into  account. 

To  the  extent  that  a  country’s  farming  opera¬ 
tions  become  increasingly  commercialized  —  i.c., 
each  farm  family  produces  much  more  than  is  re¬ 
quired  for  its  own  consumption — the  number  of 
people  who  can  be  employed  in  industry  is  there¬ 
by  increased.  In  the  opinion  of  some  observers, 
the  mere  fact  that  fewer  people  remain  on  the 
land  will  in  itself  result  in  higher  farm  produc- 

23.  See  P.  T.  Ellsworth,  Chile,  An  Economy  in  Transition 
(New  York,  Macmillan,  1945),  pp.  isiff, 

24.  L.  A.  Wheeler,  "War  and  Postwar  Agricultural  Prob¬ 
lems,"  in  Economic  Problems  of  Latin  America,  cd.  by  S.  E. 
Harris  (New  York,  McGraw-Hill,  1944),  pp.  70-71.  Wheeler 
notes  that  Latin  America  further  expanded  its  rice  production 
after  1939;  previously,  during  the  depression  of  the  1930's,  con¬ 
siderable  progress  had  been  made  in  growing  more  rice  locally. 
Since  1939  there  has  also  been  an  increase  in  production  of  fats 
and  oils. 
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tivity.  As  it  is,  in  heavily  populated  countries,  there 
are  far  too  many  people  seeking  a  livelihood  in 
farming.  Industrialization,  it  is  frequently  pointed 
out,  is  the  only  sound  solution  to  the  problem  of 
surplus  manpower.  But  the  growth  of  industry — 
involving  as  it  does  a  tremendous  increase  in  capi¬ 
tal  formation — presents  difficulties  no  less  in¬ 
tractable  than  those  encountered  in  modernizing 
agriculture.  In  short,  all  developmental  expendi¬ 
tures  generate  purchasing  power  without  a  simul¬ 
taneous  increase  in  the  supply  of  consumer  goods, 
food  included.  Unless,  therefore,  industrialization 
is  accompanied  hy  a  marked  increase  in  the  out¬ 
put  of  food,  the  inflationary  rise  in  the  price  of 
foodstulTs  may  be  sizeable.  Such  a  result,  in  fact, 
is  not  improbable,  since  “the  transfer  of  the  sur¬ 
plus  land  population  to  urban  areas  in  the  course  of 
industrialization  is  not  likely  to  result  in  a  release 
to  the  urban  areas  of  the  food  supplies  which  they 
previously  consumed  on  the  farms.  Instead  the 
food  consumption  of  the  remaining  farm  popula¬ 
tion  is  likely  to  increase  correspondingly.  The  in¬ 
crease  in  the  food  production  will  encounter  con¬ 
siderable  difficulties  because  it  is  associated  with 
social,  economic,  political  and  legal  problems  which 
usually  take  a  long  time  to  solve.”’’ 

Much  will  depend,  however,  on  the  rate  of  in¬ 
dustrial  development.  Thus,  in  Eastern  Europe, 
where  the  economic  planning  of  the  Communist- 
dominated  governments  calls  for  rapid  industrial¬ 
ization,  there  has  been  a  tremendous  upward  pres¬ 
sure  on  food  prices,  even  though  these  are  subject 
to  rigid  controls  and  a  system  of  rationing  is  in 
force.  Much  needed  land  reforms  have  been  put 
into  effect,  but  adequate  farm  equipment,  fer¬ 
tilizers,  and  so  forth,  have  not  been  available  to 
enable  the  peasant  proprietors  to  match  the  pre¬ 
war  output.^^ 

As  in  the  Soviet  Union  during  the  early  inter¬ 
war  period,  now  that  the  farmers  own  their  land 
they  consume  more  of  the  produce,  particularly 
since  the  industrial  sector  of  the  economy  has 
hardly  begun  to  expand  the  output  of  finished 
goods  which  can  be  exchanged  for  foodstuffs.  Be¬ 
fore  the  war,  the  local  demand  for  manufactured 
products  was  met  to  a  considerable  extent  by  im¬ 
ports,  but  now  the  limited  supply  of  foreign 
exchange  is  reserved  for  the  purchase  of  capital 
equipment,  rather  than  consumer  goods.  More¬ 
over,  where  the  farmers  are  permitted  to  sell  freely, 

25.  “Food  Shortage  and  Economic  Stability  and  Develop¬ 
ment,”  a  memorandum  prepared  by  the  UN  Secretariat,  Doc. 
E/CN.i/Sub.3/5,  22  November  1947. 

26.  Adverse  weather  in  some  countries,  and  the  devastation 
wrought  during  the  war,  must  also  be  taken  into  account  in 
explaining  the  low  level  of  production. 


they  can  reap  high  prices,  since  investment  out¬ 
lays  on  industrialization  projects  generate  purchas¬ 
ing  power  in  the  urban  areas.  To  maintain  stable 
market  conditions  and  at  the  same  time  ensure 
a  full  flow  of  food  from  the  countryside,  the  state 
has  usually  intervened,  either  placating  the  farmers 
by  special  arrangements  to  provide  low-priced 
finished  goods,  or  by  decreeing  a  system  of  com¬ 
pulsory,  on-the-farm  food  collections.  The  first  de¬ 
vice  is  used  in  Poland,  while  the  latter  has  been 
employed  in  Yugoslavia  for  this  year’s  crops.’^ 
In  the  Soviet  Union,  it  was  finally  decided  that 
the  agro-industrial  price  crisis  could  be  successfully 
solved  only  by  eliminating  individual  proprietors 
and  creating  state  and  collective  farms.  This  pol¬ 
icy  met  with  stubborn  opposition  from  the  peas¬ 
ants;  in  time,  those  who  did  not  accept  the  new 
order — the  so-called  “kulaks” — were  liquidated. 

Of  late,  there  has  been  increasing  evidence  that 
the  satellite  governments  in  Eastern  Europe  are 
preparing  similar  programs  for  mass  collectiviza¬ 
tion  of  their  agriculture.’®  In  other  underdeveloped 
areas,  agricultural  reform  has  not  reached  such  a 
stage,  primarily  because  no  revolutionary  changes 
in  land  tenure  have  been  attempted.  The  relative 
merits  of  large-  and  small-scale  farming  operations 
have  not  yet  been  determined;  nor,  in  some  cases, 
has  the  subject  been  seriously  considered.  But,  as¬ 
suming  that  present  plans  for  accelerated  develop¬ 
ment  of  industrial  enterprise  are  carried  out,  there 
may  well  be  a  period  during  which  the  resulting 
inflationary  forces  will  cause  food  prices  to  soar. 
Not  having  adequate  administrative  machinery  to 
moderate  the  upward  surge  through  a  system  of 
strict  rationing,  these  countries  may  find  that 
larger  food  imports  are  a  necessity  for  the  time 
being.^^  But  such  a  solution  intensifies  the  balance- 
of-payment  problem,  and  this  at  a  time  when  in¬ 
dustrialization  requires  larger  imports  of  machin¬ 
ery  and  possibly  also,  raw  materials. 

It  is  not  surprising,  therefore,  that  the  plans  and 
programs  for  economic  development  of  most  coun¬ 
tries  give  considerable  attention  to  the  food  supply 
problem.  At  the  same  time,  however,  it  is  recog¬ 
nized  that  a  stable  and  balanced  economy  will  not 
be  possible  unless  there  is  a  simultaneous  increase 
in  transport,  communication  and  industrial  facili¬ 
ties.  Frequently,  in  fact,  there  is  a  tendency  to  as- 

27.  See  New  York,  Times,  .•\pril  9,  June  3,  1948. 

28.  Sec  text  of  Cominform's  declaration  on  the  Yugoslav 
Communist  party,  New  York  Times,  June  29,  1948,  p.  10.  See 
also,  John  MacCormac,  “Hungary  to  Create  Farm  Collectives,” 
ihid.,  July  I,  1948,  p.  6;  and  Will  Lissmer,  “Satellite  States 
Sovictizc  Farms,”  ibid.,  July  12,  1948. 

29.  See  “Fofxl  Shortage  and  Economic  Stability  and  Develop¬ 
ment,”  cited. 
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sume  that  industrialization  alone  is  the  key  to 
prosperity.  In  overpopulated  areas,  there  is  justih- 
cation  for  such  an  approach,  since  the  rapid  growth 
of  industry  provides  employment  outlets;  if  this 
development  is  along  reasonably  sound  lines. — i.e.. 


such  that  the  initial  high  costs  of  production  can  be 
progressively  reduced  through  a  steady  improve¬ 
ment  in  the  efficiency  of  capital,  management  and 
labor — a  rise  in  real  income  will  occur. 

{To  be  continued) 


Development  Plans:  A  Brief  Survey 

By  Harold  H.  Hutcheson  and  Sarah  Matthews 


Available  information  does  not  permit  a  com¬ 
prehensive  analysis  of  the  various  national  plans 
for  economic  and  social  development.  Programs 
and  policies  of  the  different  governments,  it  should 
be  noted,  are  subject  to  frequent  change  because 
of  revisions  in  estimates  of  funds  to  finance  de¬ 
velopment,  difficulties  in  procuring  machinery  and 
supplies,  and  so  on.  The  reporting  services  of  the 
UN  Department  of  Economic  Affairs,  however, 
should  in  time  make  possible  a  reasonably  com¬ 
plete  and  current  tabulation  of  such  programs.* 
In  the  absence  of  full  details,  the  following  regional 
summaries  are  given  to  illustrate  the  world-wide 
interest  in  schemes  for  economic  advancement. 

Latin  America 

A  distinguishing  feature  of  developmental  policy 
in  this  area  is  the  formation  by  several  countries 
of  a  Corporacion  de  Fomento  de  la  Produccion 
(Production  Development  Corporation).  This  de¬ 
vice  has  been  adopted  by  Chile  (1939),  Bolivia 
(1942),  Peru  (1943),  and  Venezuela  (1946).  In 
addition,  most  Latin  American  governments  have 
created  special  agencies,  e.g.,  banks,  institutes,  na¬ 
tional  councils,  and  so  forth,  to  promote  develop¬ 
ment  of  particular  industries.  The  practice  of  draft¬ 
ing  general  plans  for  economic  development  has 
been  followed  by  some  countries,  including  Mex¬ 
ico  (first  Six-Year  Plan  formulated  in  1933),  Ar¬ 
gentina  {Plan  de  Gobierno  7947  to  795/),  Brazil 
(general  plan  accepted  in  principle  in  1944  for  a 
10-15  Chile  (so-called  plans  for 

immediate  action,  with  a  comprehensive  plan  in 
preparation,  Peru  (industrialization  plan  under 
consideration),  and  Venezuela  (a  so-called  “five- 

I.  TTic  first  of  these  reports,  Economic  Development  in  Se¬ 
lected  Countries:  Plans,  Programmes  and  Agencies,  was  issued 
in  October  1947.  Another  volume  is  scheduled  for  publication 
in  1948.  Sec  UN  Secretariat,  Studies  on  Economic  Development 
in  Progress  in  the  United  Nations,  Doc.  E/CN.i/Sub.3/19, 
dated  4  June  1948. 


year  plan”  for  public  works  since  1941).^  In  gen¬ 
eral,  the  emphasis  in  economic  policy  has  been  on 
the  development  of  basic  resources — power  and 
transport  facilities,  agriculture  and  mining,  and  so 
on;  the  trend  has  not  been,  as  in  Eastern  Europe, 
to  formulate  at  the  outset  an  all-inclusive,  detailed 
plan  for  rapid  transformation  of  the  national 
economy. 

Eastern  Europe 

In  this  area,  economic  policy  since  the  war  has 
been  focussed  primarily  on  reconstruction,  rather 
than  development.  The  problem  of  achieving  a 
larger  and  more  diversified  productive  capacity  has 
not  been  neglected,  however;  Poland,  Czechoslo¬ 
vakia,  Hungary,  Bulgaria,  Rumania  and  Yugo¬ 
slavia  have  already  put  into  force  elaborate  plans 
for  accelerated  economic  and  social  development.^ 

Middle  East 

The  practice  of  planned  development  was  intro¬ 
duced  in  the  Middle  East  in  1934  when  Turkey 
launched  its  first  Five-Year  Plan  of  industrializa¬ 
tion.  Later,  in  1940,  Iran  inaugurated  a  Five-Year 
Agricultural  Plan.  In  1946  the  Iranian  Council  of 
Ministers  formed  the  Commission  on  Develop¬ 
ment,  which  has  since  worked  out  a  general  pro¬ 
gram,  known  as  the  Seven-Year  Plan.  More  than 
half  of  the  proposed  expenditures  is  for  public 
health."*  Turkey  and  Egypt  have  also  devised  new, 
long-term  development  programs.  The  Turkish 
plan  covers  a  period  of  twenty  years,  and  is  de¬ 
signed  to  promote  the  industrial  potential  of  the 
country;  transport  and  communication  improvc- 

2.  For  additional  details,  see  Economic  Development  in  Se¬ 
lected  Countries,  cited,  pp.  1-149. 

3.  See  ibid.,  pp.  197-236,  and  V.  M.  Dean,  “Economic  Trends 
in  Eastern  Europe,"  I,  II,  Foreign  Policy  Reports,  April  i,  and 
15,  1948. 

4.  See  Economic  Development  in  Selected  Countries,  cited, 
p.  184. 


FOREIGN  POLICY  REPORTS  •  SEPTEMBER  I5,  I948 


mcnts  are  provided  for  in  a  separate  Five-Year 
program,  now  underway.  The  Egyptian  govern¬ 
ment  approved  a  Five-Year  Plan  for  general  eco¬ 
nomic  and  social  development  in  1945.  Iraq,  Syria 
and  Lebanon  are  surveying  their  economic  poten¬ 
tialities  as  ^  preliminary  step  to  the  formulation  of 
long-range  plans.  In  the  meantime,  these  coun¬ 
tries  are  making  large  outlays  to  improve  their 
transport  systems.’  In  Palestine,  economic  develop¬ 
ment  has  proceeded  rapidly,  despite  the  highly 
confused  political  situation;  progress,  however,  has 
been  limited  almost  entirely  to  the  Jewish  popu¬ 
lation,  which  has  received  considerable  grants  and 
credits  from  overseas. 

Africa 

In  1945  the  Sudan  government  instituted  a  Five- 
Year  Postwar  Development  Program,  with  large 
outlays  planned  for  extension  of  social  services, 
agriculture,  forests  and  irrigation,  railways  and 
other  public  works.  Colonial  governments  in  Af¬ 
rica,  and  elsewhere,  are  also  devising  programs  for 
sustained  economic  expansion.  This  is  particularly 
true  of  the  British  colonies,  for  which  Parliament 
authorized  the  expenditure  of  £120  million  until 
March  31,  1956  under  the  Colonial  Development 
and  Welfare  Act  of  1945.  Additional  funds  are  to 
be  made  available  under  the  Overseas  Resources 
Development  Act  of  1948.  To  qualify  for  such  fi¬ 
nancial  assistance,  each  colonial  government  must 
prepare  a  ten-year  development  plan  which  in¬ 
cludes  the  expenditure  of  funds  from  public  and 
private  surplus  revenues  or  new  borrowing.  Thus 
far,  seventeen  plans  have  been  approved  by  the 
Secretary  of  State  for  the  Colonies;  these  provide 
for  a  total  outlay  of  approximately  ;^i8o  million, 

:  of  which  an  estimated  £'^()  million  will  be  from 

United  Kingdom  funds.^  These  plans  are  primar- 
[  ily  for  the  purpose  of  creating  and  expanding  basic 
I  public  utilities  and  other  essential  economic  and 
social  services.  The  need  for  larger  sums  to  finance 
industrial  expansion  was  recognized  in  the  enact¬ 
ment  of  the  Development  Act  of  1948,  mentioned 
above.  French  colonial  policy  since  the  end  of  the 
war  has  also  recognized  the  desirability  of  long- 
range  development  planning.  The  Act  of  30  April 
'  1946  provides  for  ten-year  plans  of  economic  and 

social  improvement,  and  establishes  an  Overseas 
Investment  Fund  to  aid  in  financing  approved  pro¬ 
grams.  Separate  arrangements  have  been  made  to 

5.  A  highly  important  factor  in  the  postwar  economic  develop¬ 
ment  of  the  Middle  East  is  the  rapid  increase  in  the  output  of 
petroleum  as  a  result  of  the  large  inflow  of  foreign  capital  and 
technical  skill. 

6-  For  details,  see  The  Colonial  Empire  (1^47-1948),  (London, 
H.MSO,  1948),  Cmd.  7433,  Appendices  III  A  and  B. 
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assist  in  the  reconstruction  and  development  of 
French  North  Africa  (Algeria,  Morocco  and  Tu¬ 
nisia).’  Finally,  mention  should  also  be  made  of 
Liberia,  which  drafted  a  Five-Year  Development 
Plan  in  1946.  Later,  in  September  1947,  the  Li¬ 
berian  government  and  an  American  firm  an¬ 
nounced  the  formation  of  a  jointly  owned  enter¬ 
prise — the  Liberia  Company — to  promote  .social 
and  economic  development.® 

The  Far  East 

War-time  destruction  and  political  unrest  since 
V-J  Day  have  greatly  complicated  the  problem  of 
economic  developm.ent  in  this  region,  particularly 
in  China,  Indonesia  and  the  Malay  States.  Like¬ 
wise,  the  formation  of  two  Dominion  govern¬ 
ments  in  what  was  formerly  British  India  has 
added  to  the  difficulties  of  planning  in  that  region. 
Parliaments  of  both  Dominions,  however,  have 
lost  no  time  in  formulating  policies  and  programs 
for  the  expansion  and  diversification  of  produc¬ 
tion.  Indian  policy  respecting  industrialization  was 
set  forth  in  a  resolution  approved  on  April  7, 
1948;^  a  similar  declaration  was  issued  shortly 
afterwards  by  the  government  of  Pakistan.'®  Prior 
to  Indian  independence,  the  Central  and  Provincial 
authorities  had  given  much  attention  to  the  prob¬ 
lems  of  development  planning."  Ceylon,  which 
achieved  Dominion  status  in  February  1948,  has 
made  rapid  progress  in  drafting  a  program  to  im¬ 
prove  productive  resources.'’  Afghanistan  is  al¬ 
ready  implementing  a  ten-year  development  pro¬ 
gram,  with  large  outlays  envisaged  for  highways, 
irrigation  projects  and  hydroelectric  plants.'’  Dif¬ 
ferences  with  The  Hague  over  the  future  status 
of  the  Dutch  East  Indies  have  retarded  full  mo¬ 
bilization  by  local  authorities  of  the  resources  of 
that  area.  It  has  been  pointed  out  that  development 
plans  of  the  Republic  of  Indonesia  are  notable  for 
their  number  and  incompleteness.''*  Without  a 
stable  political  settlement,  long-range  planning  is 
well-nigh  impossible.  A  similar  observation  applies 
also  to  Burma  and  China,  whose  economy  has 
been  seriously  disrupted  by  civil  war.  Efforts  to 

7.  See  Economic  Derelopment  in  Selected  Countries,  cited,  pp. 
267-82. 

8.  Ihid.,  pp.  283-86. 

9.  See  Foreign  Commerce  Weekly,  May  22,  1948,  p.  19. 

10.  Ihid.,  May  29,  1948,  p.  21. 

11.  Economic  Derelopment  in  Selected  Countries,  cited,  pp. 
i5off. 

12.  See  Business  Week.  February  21,  1948,  p.  114;  The  Econ¬ 
omist  (London),  May  22,  1948,  p.  854. 

13.  Business  Week,  February  28,  1948,  p.  101. 

14.  Virginia  Thompson,  "Aspects  of  Planning  in  Indonesia,” 
Paiific  Affairs,  June  1947,  pp.  178-83. 
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cfTect  a  stabilization  of  the  Chinese  monetary  sys¬ 
tem  have  not  as  yet  succeeded.  For  this  and  other 
reasons,  effective  planning  for  economic  develop¬ 
ment  has  not  proved  feasible.  There  is,  however, 
a  long-standing  interest  in  plans  for  improvement 
of  China’s  economy,  dating  back  to  the  well-known 
scheme  formulated  by  Dr.  Sun  Yat  Sen  in  1919.'^ 

15.  For  list  of  early  plans,  see  F.  W  Field,  ed.,  Economic 
Handbook,  of  the  Pacific  Area  (New  York,  Doubleday,  1934), 
pp.  223-24. 


Unable  to  carry  out  a  national  development  pro¬ 
gram,  the  Central  government  announced  in 
March  1948  that  it  would  concentrate  on  building 
up  the  Yangtze  area  and  South  China  as  a  new 
economic  base  to  offset  industrial  losses  in  North 
China  and  Manchuria.  It  has  also  been  indicated 
that  the  participation  of  foreign  capital  in  this  pro¬ 
gram  would  be  especially  welcomed.*^ 

16.  Sec  New  York  Times,  March  14  and  April  8,  1948. 
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